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The prospect of tight government revenues will continue to drive the debate on Mexico's energy
policies during the remaining five years of President Vicente Fox's administration. In a master plan
presented to Congress in early November, Fox called for easing restrictions on private investment
to attract much-needed capital to strategic sectors like natural gas, petrochemicals, and electrical
power. Fox did not offer a timetable for introducing related legislation, but presented the blueprint
to meet the legal obligation that each incoming administration present its energy policy before
completing one year in office.
The Fox plan argues that tight regulations have to be relaxed to attract the US$120 billion in
investments needed by the energy sector during the next five years. Of this total, US$48 billion
would be directed toward exploration and production, US$18 billion for the refining process, US
$20 billion for natural gas, and US$34 billion for electricity. The document said the funds approved
annually in the federal budget are "clearly insufficient" to meet these needs.

Fox to seek compromises with opponents in Congress
But Fox is expected to proceed cautiously with his proposals, given strong opposition from the
center-left Partido de la Revolucion Democratica (PRD) and some members of the former governing
Partido Revolucionario Institucional (PRI) to proposals to open up Mexico's strategic energy sectors
to private investors, especially when many of these investors will likely be foreigners.
The PRD and PRI want to keep key decisions on the petroleum, gas, and electric sectors in the
hands of government entities like the state-run oil company PEMEX and the Comision Federal
de Electricidad (CFE). Responding to those concerns, the president has promised to work with
legislators on a plan that would promote increased private investment in the energy sector without
actually ceding control of PEMEX and the CFE to private investors.
One key proposal, which is likely to gain support from both reformers and traditionalists, would
change the tax structure of PEMEX and the CFE. Under the plan, the two state-run agencies would
gain greater control of their revenues by not having to pay burdensome taxes to the federal treasury.
"In the last three years, PEMEX's tax burden has been much larger than its surplus, forcing the
company to go into debt to pay taxes," said deputy energy secretary Francisco Barnes de Castro.
The CFE has faced a similar situation, having to absorb the brunt of subsidies for electrical rates.
"These situations have resulted in the undercapitalization of both PEMEX and the CFE," Barnes
said.
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Fox, Congress at odds over oil-export reductions
While the president focused on long-term plans for the energy sector, debate has been fierce
regarding Fox's handling of short-term energy policies, particularly since budgetary questions are
involved. The Fox administration has come under attack from many PRD and PRI members for not
coordinating its oil-production and export policies more closely with the Organization of Petroleum
Exporting Countries (OPEC), particularly in light of a recent plunge in global prices.
OPEC has attempted to influence Mexico's oil policies through Venezuelan President Hugo Chavez,
who met with Fox in Mexico City in late October. The two leaders held a cordial meeting, with
Fox promising to leave his options open but also insisting on Mexico's independence from OPEC
decisions. "We are satisfied with our current [production] levels," Fox said. "But we will consider an
adjustment whenever we deem it necessary."
The Secretaria de Energia (SENER) hinted that a cut in production was possible in the near
future. "We have to be very careful to ensure that prices do not fall to levels that will damage our
economy," Lourdes Melgar Perez, SENER's director of international affairs, said in early November.
Still, many opposition legislators are accusing Fox of keeping production high to appease the US,
which is pushing for global prices to remain fairly low. "If Mexico does not change its export levels,
it will be a sign that its petroleum reserves are at the disposal of the US," said PRD Deputy Rosario
Tapia Medina, secretary of the energy committee (Comision de Energeticos) in the lower house.
In the Senate, PRD members with support from the PRI and the Partido Verde Ecologista Mexicano
(PVEM) attempted to introduce a resolution requiring the Fox administration to coordinate export
levels with OPEC "to maintain equilibrium in the international market and attain more profitable
prices for Mexican oil." The resolution failed, however, because of strong resistance from Fox's
center-right Partido Accion Nacional (PAN). Mexico's fiercely independent stance under Fox is a
strong contrast to the oil policies adopted under former President Ernesto Zedillo, who joined with
Venezuela and Saudi Arabia in several efforts to boost prices in 1998 and 1999 (see SourceMex,
1998-03-25, 1998-06-10, 1999-03-24).
Mexico twice this year has gone along with major oil producers and agreed to small reductions in oil
exports (see SourceMex, 2001-01-31, 2001-04-04). But the administration has declined to implement
further reductions, even though the average export price for Mexican crude oil had slumped to US
$14 per barrel as of early November. Some analysts suggest prices could drop to US$13 or US$13.50
per barrel if global oil producers fail to agree on a new mechanism to reduce output in the next
several weeks.
Because of the deterioration of oil prices, some PAN legislators have urged President Fox to take a
more conservative approach when drafting his 2002 budget. In a preliminary version of the budget,
Fox proposed basing expenditures on average oil prices of US$17 per barrel for the year. "The
correct estimate should be US$16, and not US$17," said PAN Deputy Luis Pazos, who is also chair
of the budget committee (Comision de Presupuesto) in the lower house. Augusto Carstens, deputy
secretary of the Secretaria de Hacienda y Credito Publico (SHCP), defended the US$17 price, saying
it is consistent with trends in the oil-futures market. "The curve shows us that oil prices could show
a recovery next year," said Carstens.
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Government implements third budget reduction of this year
The weak oil market is affecting government revenues during the current calendar year. In early
November, the SHCP announced a third reduction in the 2001 budget. This time, the administration
announced cuts of 3.45 billion pesos (US$374 million). The latest cuts followed sharp reductions
in the first and second quarters of the year (see SourceMex, 2001-05-16, 2001-08-01). The Fox
administration attributed the latest budget reduction primarily to a sharp decline in the US and
global economies following the Sept. 11 attacks on the World Trade Center in New York and the
Pentagon in Washington, DC.
The weakening of the Mexican economy, which depends heavily on the US, has resulted in lower
tax collections from imports and from the value-added tax (impuesto al valor agregado, IVA). The
administration defended the three budget reductions as necessary to ensure that the budget deficit
does not exceed 0.65% of Mexico's projected GDP for the year. Finance Secretary Francisco Gil Diaz
hinted a fourth reduction was possible if the economy continued to deteriorate. "If it's necessary to
recommend another cut, we will do it," said Gil. "Our goal is to remain within the deficit limit."
In addition to the lower tax-collection levels, the budget cut was driven by lower-than-expected oilexport revenues. Oil exports account for about one-third of the government's revenues. Ironically,
the reduced revenues are attributed in part to production cutbacks Mexico implemented earlier in
the year, as the increased prices failed to compensate sufficiently for earnings lost because of the
reduced export volume. In a report published in early November, PEMEX showed revenues from
exports at US$10 billion for the first nine months of the year, down about US$2.3 billion from the
same nine-month period in 2000.
Fox's latest cuts elicited some skepticism from the PRI and the PRD, which called them "cosmetic,"
since various Cabinet ministries have failed to spend all the money allocated this year. "At the end
of last year, [Fox] promised to devote financial resources to social programs," said PRI Deputy Jorge
Chavez Presa. "Now those funds have been eliminated de facto through three budget cuts." The
budget reductions come as the Fox administration and the Congress are engaged in contentious
battles on tax reform and energy policy. The administration contends that tax reform is essential to
boost the government's coffers.
The government has been negotiating with Congress on a compromise, but has refused to abandon
the one controversial point that could sink tax reform: the proposal to extend the existing 15% IVA
to food, medicine, books, and private-school tuition. The IVA tax has even met strong resistance
among a large faction of PAN legislators in the Chamber of Deputies. In a statement released in
early November, PAN deputies from six states, including Fox's home state of Guanajuato, rejected
the 15% IVA on food and medicines, saying they were "not willing to assume the political cost" that
would accompany endorsing such a measure. [Note: Peso-dollar conversions in this article are based
on the Interbank rate in effect on Nov. 7, reported at 9.21 pesos per US$1.00] (Sources: Los Angeles
Times, Spanish news service EFE, 11/01/01; The News, 10/31/01, 11/01/01, 11/02/01; Associated Press,
10/29/01, 11/04/01; Proceso, 11/04/01; CNI en Linea, 10/11/01, 11/01/01, 11/02/01, 11/04/01, 11/05/01;
Reuters, 10/27/01, 11/04/01, 11/05/01; Notimex, 10/28/01, 10/29/01, 11/04/01, 11/05/01; Milenio Diario,
10/12/01, 10/29/01, 11/01/01, 11/02/01, 11/05/01, 11/06/01; Reforma, 10/29/01, 10/31/01, 11/01/01,
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11/02/01, 11/05/01, 11/06/01; La Jornada, 10/29/01, 10/31/01, 11/01/01, 11/02/01, 11/05/01, 11/06/01;
Novedades, El Financiero, 11/01/01, 11/05/01, 11/06/01; Unomasuno, 11/02/01, 11/05/01, 11/06/01; The
Dallas Morning News, 11/06/01; La Cronica de Hoy, 10/16/01, 10/30/01, 10/31/01, 11/01/01, 11/02/01,
11/05-07/01; El Universal, 10/26/01, 10/29/01, 10/31/01, 11/01/01, 11/05-07/01)

-- End --
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